Introduction
The economy of the Federal Republic of Germany, labeled a 'growth miracle' in the 1950s, emerged as the growth engine of Europe throughout the 1960s and 1970s. Despite the slowdown of growth rates during the 1980s, it remained Europe's strongest and most innovative economy (Harhoff, 2008) , making its unique brand of a 'social market economy' a role model, combining technological innovativeness, international openness, and industrial competitiveness with an extensive welfare system. Since the 1990s and 2000s, however, the various challenges posed by economic globalization, technological change, locational competition, demographic pressures, persistent mass unemployment, and the fiscal burdens of reunification with East Germany have exercised a pressure for institutional reform. Indeed, current German policy discourse is preoccupied with the need for infusing more entrepreneurial drive into the economy at large, in line with the formation of a knowledge-based economy. This reform orientation also affects the debate on innovation: the primary task is the restructuring of Germany's innovation system in the direction of an entrepreneurial approach that combines institutional flexibility in the research and educational systems with promotion of entrepreneurship in both start-ups and established firms, while providing adequate risk capital and manpower. Thus, innovation in Germany is a reflection of more extensive institutional changes which are transforming Germany's postwar coordinated 'social market economy' into an institutional hybrid whose shape is not yet clear-apart from becoming decidedly more entrepreneurial.
In this chapter, we outline existing conceptual frameworks for assessing innovation dynamism in a country, combining the neo-Schumpeterian notion of a national innovation system with Michael Porter's concept of 'national innovative capacity ' (Furman, Porter, and Stern, 2002) and David Audretsch's approach to the 'entrepreneurial society' (2007). Next, we survey the relevant institutional determinants of the German economy, addressing such issues as the trade regime, competition law, labor relations, the financial system, and entrepreneurship policies. We then highlight the basic features of the German innovation system, in particular pointing to factors such as education and training, R&D, and universityindustry relations. We emphasize two salient developments in financial markets, namely the advent of venture capital and of high-growth stock markets. Finally, we investigate patenting and the role of regulatory conditions for new ventures and provide an outlook on the future challenges to German innovation performance in the context of globalization.
Assessing innovation: Knowledge, institutions, and entrepreneurship
Innovation may be perceived as an interactive process requiring complex institutional arrangements, specifically, the coordination of the interplay between entrepreneurship and organization in the commercialization of knowledge by introducing novelty into the domains of markets and industries. In other words, technological innovation may be perceived as an outcome of 'embedded entrepreneurship'; that is, a collective process shaped by formal and informal institutional frameworks and knowledge infrastructures (Ebner, 2009). The systems innovation approach offers a useful Schumpeterian perspective for addressing these topics and emphasizes the innovation-driven character of capitalist development. It examines the impact of institutional networks on the generation and assimilation of innovations within a given territorial setting, and highlights the conditions for organizational learning in stimulating innovative capability. Businesses comprise the principal terrain for innovation, but other institutional elements, such as R&D facilities, education and training programs, and financial, legal, and patent systems are taken into consideration as components of those public and private networks which contribute to the introduction of new technologies (Freeman, 2002) . Thus, knowledge is viewed as a fundamental resource for innovation, whereas organizational learning is assessed as the most important underlying process. Industrial structures and the institutional set-up of an economy then determine the shape and performance of a national or regional innovation system, whose structural constellations yield a specific entrepreneurial potential. Thus, innovation systems include those structures of governance which handle the innovative contributions of public and private goods in a manner supportive of economic growth (Lundvall et al., 2002) .
Institutional configurations indicate the specifics of an innovation system in a given territory or country. Accordingly, as the nation-state provides the most relevant indicator of economic order, innovation-related interactions and related market activity, the systems concept has been most extensively applied to compare national innovation systems, augmented by analyses at the regional and sectoral level. Indeed, it makes common sense that the systems approach considers how decisively the policies of particular governments, national laws and a shared culture in an institutional arena affect the intensity and direction of technological innovation (Lundvall, 1992; Nelson and Rosenberg, 1994) . Corresponding efforts in comparative institutional analysis have taken a general interest in the diversity of national models of capitalist development and the institutional basis of advantages in their respective innovation patterns (Hall and Soskice, 2001 ). The description of institutional characteristics even allows for characterizing distinct types of national innovation systems, such as 'myopic' or 'dynamic. ' Myopic systems are typical in the United States and the UK with short-term modes of technology investment, as compared with dynamic systems of innovation in late-industrializing countries such as Germany and Japan, which tend to recognize the long-range character of technological investment and complement market processes with specific policies for technological learning (Patel and Pavitt, 1994) .
With the onset of globalization, however, these national characteristics are being transformed, depending on country-specific decisions and path dependencies. In particular, the extent to which firms, research centers, and government agencies internationalize their innovation-oriented activities and interactions has become highly relevant, indicating the way in which national innovation systems are moving towards greater international openness and market competition (Galli and Teubal, 1997) . However, despite this tendency, the most crucial modes of interaction remain at the national level. There may be supranational parallels, but these do not yet substitute for the institutional competence of nation-states. Besides, even though tendencies toward structural convergence persist, they have the effect of promoting even greater institutional specialization and divergence among national innovation systems (Freeman and Soete, 1997) .
In this context, national innovative capacity, as outlined by Porter and others, implies those very institutional and structural features of a national innovation system, which promote the international competitiveness of firms and industries, and thus reflect the competitive advantages of nations in an increasingly globalized economy. National innovative capac-
